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Regional 
Offices 


| Newfoundland 


Parsons Building 

| 90 O'Leary Avenue 

P.O. Box 8950 

ST. JOHN'S, Newfoundland 
A1B 3R9 

| Tel: (709) 772-4053 


_ Prince Edward Island 


Confederation Court Mall 
Suite 400 

| 134 Kent Street 

| PO. Box 1115 
CHARLOTTETOWN 
Prince Edward Island 
CiA7M8 

| Tel: (902) 566-7400 


| Nova Scotia 


| 1496 Lower Water Street 
| PO. Box 940, Station M 
HALIFAX, Nova Scotia 

| B3u 2V9 

| Tel: (902) 426-2018 


| New Brunswick 


770 Main Street 
RO,Box 1210 
MONCTON 
New Brunswick 
E1C 8P9 

Tel: (506) 857-6400 


PU 3097 


Quebec 


Tour de la Bourse 
PO. Box 247 

800, place Victoria 
Suite 3800 
MONTREAL, Quebec 
H4Z 1E8 

Tel: (514) 283-8185 


Ontario 


Dominion Public Building 
4th Floor 

1 Front Street West 
TORONTO, Ontario 

M5J 1A4 

Tel: (416) 973-5000 


Manitoba 


330 Portage Avenue 


Room 608 

PO. Box 981 
WINNIPEG, Manitoba 
R3C 2V2 

Tel: (204) 983-4090 


Saskatchewan 


105 - 21st Street East 
6th Floor 


SASKATOON, Saskatchewan 


S7K OB3 
Tel: (806) 975-4400 


Alberta 


Cornerpoint Building 
Suite 505 


| 10179 - 105th Street 
' EDMONTON, Alberta 
Piisvesss 

| Tel: (403) 495-4782 


British Columbia 


Scotia Tower 

9th Floor, Suite 900 

PO. Box 11610 

650 West Georgia St. 
VANCOUVER, British Columbia 
V6B 5H8 

Tel: (604) 666-0434 


Yukon 


108 Lambert Street 
Suite 301 
WHITEHORSE, Yukon 
YiIAIZ2 

Tel: (403) 668-4655 


Northwest Territories 


Precambrian Building 
P.O. Bag 6100 
YELLOWKNIFE 
Northwest Territories 
X1A 1C0 

Tel: (403) 920-8568 


For additional copies of this 
profile contact: 


Business Centre 

Communications Branch 

Industry, Science and 
Technology Canada 

235 Queen Street 

Ottawa, Ontario 

K1A OH5 


Tel: (613) 995-5771 


FOREWORD 


In a rapidly changing global trade 
environment, the international 
competitiveness of Canadian 
industry is the key to survival and 
growth. This Industry Profile is 
one of a series of papers which 
assess, Ina Summary form, the 
current competitiveness of 
Canada's industrial sectors, taking 
into account technological and 
other key factors, and changes 
anticipated under the Canada-U.S. 
Free Trade Agreement. Industry 
participants were consulted in the 
preparation of the papers. 

The series is being published 
as steps are being taken to create 
the new Department of Industry, 
Science and Technology from the 
consolidation of the Department 
of Regional Industrial Expansion 
and the Ministry of State for 
Science and Technology. It is my 
intention that the series will be 
updated on a regular basis and 
continue to be a product of the 
new department. | sincerely hope 
that these profiles will be 
informative to those interested in 
Canadian industrial development 
and serve as a basis for discussion 
of industrial trends, prospects and 
Strategic directions. 


Minister 


Canada 


BISCUITS 


1988 


1. Structure and Performance 


Structure 

The biscuit industry comprises establishments primarily engaged in 
manufacturing sweetened and unsweetened biscuits, which include cookies, 
crackers and other dry baked goods. 

In 1986, there were 34 biscuit manufacturing establishments located 
across Canada, which shipped products worth $520 million. Employment 
stood at about 6300 persons. During that year, exports were valued at 
$62 million (about 12 percent of shipments), while imports of $50 million 
represented about 10 percent of the domestic market. 

Concentration and foreign ownership levels in the industry are high, and 
greatly exceed the average for the food and beverage group because of the 
dominant position of one foreign multinational enterprise. 

The four largest biscuit manufacturers in Canada are Nabisco Brands 
Ltd., Culinar Inc., Dare Foods Ltd. and Beatrice International (Canada) Ltd. 
These firms account for an estimated 85 percent of total shipments in 
Canada. Small establishments with fewer than 50 employees account for 
30 percent of establishments but contribute less than one percent of the 
value of shipments. 

Imported biscuits of all tyoes have increased their share of the Canadian 
market by more than four percent between 1981 and 1986. Imports of 
$50 million in 1986 represented 9.9 percent of the market and were sourced 
chiefly from the United Kingdom, the Netherlands, Denmark (together 
66 percent) and the United States (24 percent). Typical of the European 
Community (E.C.) products are high-quality, butter-based biscuits, which 
use low-cost, surplus E.C. butter, and a variety of specialty crackers. 

In 1986, exports were valued at $62 million. Almost all were directed to 
the United States. Unlike some food products, biscuits lend themselves well 
to transport, product differentiation and brand loyalty, and they possess a shelf 
life suitable to the export market. Canadian firms such as Dare Foods and 
InterBake (now Nabisco) have been particularly successful in exporting 
unique crackers, while Voortman's have concentrated on building exports 
of European-style bulk cookies to the United States. 


Performance 

Although the biscuit manufacturing industry is profitable, it serves a 
mature market. Domestic consumption peaked in the late 1970s and has 
been static for the past eight years. 

A recent industry study of six major biscuit manufacturing firms was 
based on 1987 operating results. The results, believed to be representative of 
the whole industry, indicated that the median return of 12.9 percent on assets 
(the ratio of net profits to total assets) was relatively high compared to other 
food industries. However, the industry has been operating at a low 68 percent 
of estimated total capacity. 
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Employment in the biscuit industry has declined 
only marginally since 1981. In 1986, It stood at 
6268 persons, which represented a two percent 
decline from the average of 6380 persons employed 
between 1981 and 1986. The decline was caused 
by industry mergers and rationalization of 
production facilities. 

Over the course of the last 10 years, a series 
of acquisitions and mergers has left Nabisco Brands 
Ltd. as the major multinational enterprise (MNE) 
business in the Canadian industry since the Beatrice 
operations (Colonial Cookies Ltd.) were recently 
sold to Canadian principals. In 1987, the assets of 
InterBake (owned by Weston Bakeries) were split 
between Culinar Inc. and Nabisco. Culinar acquired 
the sweet biscuit lines which fall under the 
McCormick's brand name. Nabisco (through its 
Christie Brown Co. Division) now includes the cracker 
business of InterBake and the former British-owned 
Associated Biscuits of Canada (Dad's, Peek Frean 
and David's brands). If the purchase of InterBake 
assets by Nabisco is taken into consideration, it is 
estimated that this one firm now accounts for more 
than 50 percent of sweet biscuit shipments and more 
than 70 percent of cracker shipments in Canada. 
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Since 1980, overall domestic demand for 
biscuits has been static. This situation is chiefly 
due to demographic changes, increased consumer 
emphasis on nutrition and competition from both 
imports and alternative snack foods. Imported 
biscuits of all types, but generally those of high 
quality, increased their share of the Canadian market 
by more than four percent between 1981 and 1986, 
as they rose from 5.6 percent to 9.9 percent. On 
the other hand, exports, which increased from 
5.3 percent of shipments in 1981 to 11.9 percent 
in 1986, have helped maintain production volumes. 
Canada has a substantial positive balance of trade 
($48 million in 1986) with the United States. 

In general, biscuits contain about 20 percent 
sugar and 70 percent flour. Sweet goods benefit 
from Canadian sugar prices, which are substantially 
lower than those in the United States. American 
sugar prices are maintained at a high level to 
encourage local beet and cane production, but 
Canadian sugar plants operate on world prices. 
Given the relatively favourable Canada-U.S. exchange 
rate, these factors have contributed to the significant 
rise in exports. 


2. Strengths and Weaknesses 


Structural Factors 

A series of mergers in recent years has 
rationalized Canadian biscuit production, so that 
economies of scale are now being achieved in 
several of the large plants. However, compared 
to U.S. operations, most Canadian biscuit plants 
are small and considered to be less capital-intensive. 

Major production costs in the biscuit industry 
are associated with labour, packaging and ingredients 
such as flour, milk, Sugar and vegetable oil. Although 
Canadian firms normally possess an advantage over 
their U.S. counterparts because of their cheaper 
sugar, Canadian milk, a Somewhat less significant 
raw material, costs more than U.S. milk. A recent 
change in pricing policy by the Canadian Wheat Board 
(CWB) will make domestic flour competitive with the 
U.S. product. Packaging, which represents about 
20 percent of the cost of production, is generally 
more costly in Canada than in the United States. 

Canadian wage rates are, on average, about 
10 percent lower than those in the United States. 
This cost advantage is somewhat offset by the 
higher productivity per employee in the United 
States, which is primarily due to the advantages 
of large scale. 

Most product innovations or consumer trends 
originate in the U.S. market but quickly spread to 
Canada. The Canadian market does, however, 
display subtle taste differences from the United 
States. Even multinational firms adjust some of 
their recipes to meet local consumer preferences. 
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New formulations or flavours are continually 
being developed in the industry to win the 
consumer's attention and they are usually the subject 
of strong advertising programs. For example, "soft 
and chewy’ cookies were introduced several years 
ago to coincide with consumer interest in "home- 
made" goods. A variety of wholewheat crackers is 
being formulated in response to a growing consumer 
consciousness of — and therefore demand for — 
the dietary need for fibre. 

Advertising plays a significant role in establishing 
and maintaining market shares for brand-name 
goods. The industry has spent an average of 
$8 million annually (1.5 percent of industry sales) on 
promotion between 1984 and 1988. Small or mid- 
sized firms advertise less than the larger firms, but 
tend to cater to regional markets and local taste 
preferences or to specialty market segments (such 
as wafer biscuits). In this way they avoid direct 
competition with large firms which have the 
advantage of well-recognized brand names. 


Trade-related Factors 

Biscuits enter the United States free of duty. 
The E.C. imposes duties of 13 percent ad valorem 
and a range of variable taxes on biscuits. These 
translate into effective tariff protection which ranges 
between 30 and 60 percent ad valorem, depending 
upon the importing country. In contrast, tariffs of 
7.5 percent ad valorem are applied on a Most 
Favoured Nation (MFN) basis to the majority 
of Canadian imports. 

Under the Canada-U.S. Free Trade Agreement 
(FTA), tariffs for all biscuit types will be removed 
in equal steps over a 10-year period. This is the 
maximum period for tariff phase-out under the FTA. 
The agreement also includes an exemption for 
Canada from any potential quota restrictions the 
United States may impose on food products 
containing 10 percent or less of sugar by weight. 
To set quota restrictions, the United States must 
successfully demonstrate that the imported sugar- 
containing product undermines U.S. sugar policy. 


Technological Factors 

Implementation of efficient production 
technologies is an ongoing process for mid 
and large-sized manufacturers, and a necessary 
one to keep them competitive in the domestic and 
export markets. Much of the processing equipment 
is "off-the-shelf" and readily available. Recent 
innovations from Europe, such as large-scale 
continuous kneading and mixing techniques, have 
enabled at least one medium-sized company to 
enter the growing unsweetened (cracker) market. 
Advanced packaging materials and related 
technologies are also being introduced to increase 
the shelf life and ease the transport of biscuits. 
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Other Factors 

The CWB sets domestic and export prices for 
western Canadian wheat. In the mid-1980s the gap 
widened between U.S. wheat prices and those set 
by the CWB for its domestic sales. In late 1987, the 
price in Canada was almost double the U.S. price. 
The Ontario Wheat Producers' Marketing Board 
controls the sale of much of the soft wheat used 
by biscuit manufacturers in eastern Canada, but it 
follows a policy of setting domestic prices in step 
with CWB levels. 

Until recently, manufacturers were hampered 
by the two-price policy when competing with 
imports. However, wheat was traditionally made 
available at levels close to those prevailing in the 
U.S. market if flour-containing products were 
destined for export. Imports of wheat or flour 
into Canada are not permitted. 

The government recognized the problem of 
cost-competitiveness in the domestic market for all 
industrial flour users, and in view of the FTA, a policy 
change was made effective August 1, 1988. The 
system was changed so that domestic prices are 
now set according to market levels for equivalent 
grades of wheat in the United States. This measure 
removes most of the cost disadvantage for Canadian 
biscuit manufacturers. 

Although Canadian-U.S. currency exchange rates 
have been advantageous to exporters In the biscuit 
industry, many of the products they market tend 
to be sold as specialty items which are less price- 
sensitive than regular products. For this reason the 
exchange rate is a less critical factor than it is for 
many other products of the food processing industry. 
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3. Evolving Environment 


Canadian per capita consumption of biscuits 
has been static in recent years, with only a few 
cookie product categories and some cracker types 
demonstrating growth by displacing more traditional 
industry goods. The lack of growth in consumption 
can be attributed largely to changing Canadian 
demographic characteristics and overall slow 
population growth. An older population is now 
concerned with caloric intake, while a reduced 
school-age population requires fewer boxed lunches. 
Another important element of the flat market is the 
increased proportion of family food expenditure 
on meals in restaurants, where biscuits are not 
normally served. 

Biscuits also compete with a growing variety 
of snack items, including granola bars, doughnuts, 
candy, as well as confectionery and fresh baked 
goods. These products have grown in variety, 
providing consumers with new choices and gradually 
weakening the demand for biscuits. 

The relatively high level of excess capacity 
and the static domestic market have created more 
interest In exporting. Exports have grown from 
5.3 percent of shipments in 1981 to nearly 
12 percent in 1986. Unique products, the advantage 
of lower-cost sugar and a favourable exchange rate 
have all assisted the growth in exports. 

Free trade will result in the removal of tariffs 
over the course of the next 10 years. As a result 
of the policy change in wheat pricing, domestic flour 
will be available at competitive prices, which will 
allow the industry to retain its traditional strong 
share of the domestic market. 
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4. Competitiveness 
Assessment 


The Canadian biscuit industry is generally 
expected to be competitive under the FTA, although 
profit margins may decrease somewhat because 
of downward pricing pressure from tariff-reduced 
imports. The Canadian market is protected to some 
extent by brand-name loyalty, local allegiance to small 
firms and a variety of products formulated for regional 
taste preferences. Sugar costs are normally lower for 
Canadian processors, and low-cost sugar, along with 
the change in domestic wheat pricing, will help to 
bring the cost of production in Canada in line with 
that of U.S. producers, which enjoy scale advantages. 

The industry has recently undergone a series 
of changes. Some plants are already large enough 
to compete in the new trading environment. It is 
expected, however, that the FTA will lead to some 
product-line specialization in Canada for the North 
American market, with the result that the agreement 
will be marginally positive for the industry. 


For further information concerning the subject 
matter contained in this profile, contact: 


Service Industries and Consumer Goods 
Branch 

Industry, Science and Technology Canada 

Attention: Biscuits 

235 Queen Street 

Ottawa, Ontario 

K1A OH5 


(613) 954-2918 
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1982 


28 


Employment 


Shipments ($ millions) 


Exports ($ millions) 


6 420 


427 


1982 


25 


Domestic shipments 
($ millions) 


402 


Imports ($ millions) 


BY 


Canadian market 
($ millions) 


429 


Exports as % 
of shipments 


5:9 


Imports as % of 
domestic market 


6.3 


Source of imports 
(% of total value) 


Destination of exports 
(% of total value) 
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REGIONAL DISTRIBUTION — Average over the last 3 years 


Atlantic Quebec Ontario West 
Establishments — % of total 4 62 50 14 
Employment — % of total S 36 51 10 
Shipments — % of total 1 43 50 6 
MAJOR FIRMS _ 
Name Ownership Location of Major Plants 
Culinar Inc. Canadian Montréal, Sainte-Marie- 


de-Beauce, Sainte-Martine and 
Saint-Lambert, Quebec, 
London and Aurora, Ontario, 
Winnipeg, Manitoba 


Beatrice International (Canada) Ltd. Canadian Kitchener and Hamilton, Ontario 
Dare Foods Limited Canadian Kitchener, Ontario 
Nabisco Brands Limited American Toronto, Ontario 


Montréal, Quebec 
Winnipeg, Manitoba 


W &H Voortman Limited Canadian Burlington, Ontario 


Note: Statistics Canada data have been used in preparing this profile. 
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